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Executive Summary

STUDY BACKGROUND

The School Lunch and Breakfast Cost Study was carried out by Abt Associates
Inc. of Cambridge, Massachusetts, under contract to the Food and Nutnition service
(FNS) of the United States Department of Agriculture (USDA). It provides a
detailed examination of the cost of producing reimbursable meals in the National
School Lunch and Breakfast Programs (NSLP and SBP) during School Year (SY)
1992-93. Information was collected information from a nationally-representative
sample of 94 School Food Authorities (SFAs). In each SFA, data were collected
in a representative sample of schools and kitchens. In total, data were collected in
a sample of 540 schools.

The study examined the costs charged to SFAs (reported costs), as well as those
costs incurred by the school district in support of SFA operations, but not charged
to the SFA (unreported costs). Together, the reported costs and the unreported
costs are the full cost of meal production.

NONPROFIT FOODSERVICE OPERATIONS

SFAs are required to be nonprofit and self-sufficient. Usually, SFAs operate at the
break-even level, i.e., costs should equal revenues from all sources. Nonprofit
status is determined by the financial status of the school food service as a whole
rather than the financial status of each Federal program separately. SFAs are not
required to maintain separate cost and revenue records for the NSLP, SBP and
other nonprofit school food service activity. SFAs can use Federal lunch and non-
severe need breakfast payments to support their overall nonprofit school food
service. Federal funds from NSLP can be used to support SBP or non-program
food service such as a la carte service.

Because SFAs are nonprofit, reported costs will generally equal revenues. Within
this .axerallsstatus though, SFAs may shift costs between breakfast and lunch, or
reimbursable and non-reimbursable meals. If revenues from reimbursable meals
exceed the cost of producing these meals, the SFA may use the funds to support a
la carte meals. Similarly, if revenues from reimbursable meals are less than the
costs, the SFA may use the a la carte revenues to support the cost of reimbursable
meals.

Major findings related to SFA revenues and reported costs include:

. On average, SFAs operate at the break-even level, with total revenues
about equal to total reported costs.

. Revenues from reimbursable meals exceed the cost of producing those
meals. Reimbursable lunches generate a revenue surplus that is used

to offset losses from reimbursable breakfasts.
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o SFAs also subsidize non-program food service (e.g., a la carte) with
surplus revenues from reimbursable lunches.

. Revenues from reimbursable meals (including government subsidies
and student payments) accounted for an average of 85 percent of total
SFA revenues.

REPORTED COSTS

From an SFA’s perspective, reported costs are the costs of running the Child
Nutrition programs. That is, reported costs are the costs SFAs are expected to
cover from revenues derived from food service sales and government
reimbursements. Major findings related to the reported cost of producing
reimbursable meals include:

. The combined Federal subsidy for free lunches and breakfasts covers
the cost of producing these meals. The combined median cost of
producing NSLP and SBP meals ($2.68) was less than the combined
Federal subsidy for free meals ($2.79).

o The reported cost of producing a reimbursable lunch was less than the
Federal subsidy for a free lunch. The SFAs’ median reported cost of
producing a reimbursable lunch was $1.63, compared with a Federal
subsidy of $1.84 for a free lunch. In 75% of the SFAs, the reported
cost of producing reimbursable lunches was less than the Federal
subsidy.

o The reported cost of producing a reimbursable breakfast exceeded the
Federal subsidy for a free breakfast. The SFAs’ median reported cost
of producing a reimbursable breakfast was $1.05, compared with a
Federal subsidy of $0.95 for a free breakfast ($1.12 for a "severe
need" breakfast). In two-thirds of the SFAs, reported costs exceeded
the regular reimbursement rate for free breakfasts.

Federal meal subsidies are not intended to cover all costs for all SFAs. Tt is
expected that some SFAs will have reported costs above the subsidy while others
will have costs below the subsidy. Howeuver, it is intended that, on average, across
all SFAs Federal subsidies will cover the costs of producing reimbursable meals.

UNREPORTED COSTS

Most school districts incur some costs in support of the food service operations
that are not charged to the SFA budget. In some cases, the school districts chose
to bear these costs as a way to subsidize the SFA, while in other cases, the
districts carried the costs because the SFA had insufficient funds to cover all
expected costs. Major findings related to the unreported costs and the full cost of
producing reimbursable meals include:
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. Across all SFAs, unreported costs accounted for an average of 17
percent of full costs.

. For the average SFA, the median full cost of producing a
reimbursable lunch and breakfast was $1.88 and $1.38, respectively.

o Unreported costs are primarily labor, indirect costs, equipment
depreciation, and utilities.

o Administrative labor costs accounted for 13 percent of the average
SFA’s full cost (compared to eight percent of the average SFA’s
reprted cost).
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Chapter One

Introduction

The National School Lunch Program (NSLP) and the School Breakfast
Program (SBP) are two of the "Child Nutrition Programs" administered by
USDA'’s Food and Nutrition Service (FNS). The NSLP and SBP provide
Federal subsidies for school lunches and breakfasts served to children at all
income levels. Eligible institutions include public schools, private non-profit
schools, and public or licensed residential child care institutions. Almost all
(99%) public schools and 83 percent of all public and private schools
participate in the NSLP. The SBP is available to about one half of all school
chiidren.

Combined Federal support for the NSLP and SBP totaled $5.5 billion in Fiscal
Year 1992. This support is provided in the form of cash subsidies and donated
commodities. School districts receive a cash subsidy for every school lunch
and breakfast served, regardless of the income of the child’s family.
Additional cash subsidies are provided for children qualifying for free or
reduced-price meals. Students eligible for free meals are those from families
with incomes below 130 percent of poverty. Reduced-price meals may be
served to children from families whose incomes fall between 130 and 185
percent of poverty. Exhibit 1 presents the Federal subsidies for the NSLP and
SBP in effect for School Year 1992-93. The Federal subsidy for NSLP
lunches includes cash reimbursements plus entitlement commodity assistance
of $0.14 per lunch.

Exhibit 1

Federal Subsidies for the NSLP and SBP,
School Year 1992-93

Eligibility Category NSLP! SBP
e EE———

Paid $0.3025 $0.1875

Reduced-price 1.4350 0.6450

Free 1.8350 0.9450

Includes $0.14 in entitlement commodities.

SFAs in which at least 60 percent of enrolled children qualify for free or
reduced-price meals receive an additional retmbursement of $0.02 per lunch.
Individual schools are eligible for "severe need" funding if at least 40 percent
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of their lunches are claimed at the free or reduced-price rates and if
preparation costs exceed the regular breakfast reimbursement. Severe need
schools receive an additional reimbursement of $0.1775 per breakfast. In
addition to these cash subsidies, schools may receive entitlement commodities
for use in school meals. Entitlement assistance was $0.14 per lunch for School
Year 1992-93.

Federal meal subsidies are not intended to cover all costs for all SFAs. It is
expected that some SFAs will have reported costs above the subsidy while
others will have costs below the subsidy. However, it is intended that, on
average, across all SFAs Federal subsidies will cover the costs of producing
reimbursable meals.

SFAs are required to be nonprofit and self-sufficient. Usually SFAs operate at
the break-even level, i.e., costs should equal revenues from all sources.
Nonprofit status is determined by the financial status of the school food service
as a whole rather than the financial status of each Federal program separately.
SFAs are not required to maintain separate cost and revenue records for the
NSLP, SBP and other nonprofit school food service activity. SFAs can use
Federal lunch and non-severe need breakfast payments to support their overall
nonprofit school food service. Federal funds from NSLP can be used to
support SBP or non-program food service such as a la carte.

STUDY OBJECTIVES

The School Lunch and Breakfast Cost Study, conducted for FNS, was designed
to "...determine the cost to produce school lunches and breakfasts, including
indirect and local administrative costs" (P.L. 101-624). Specifically, the study
was intended to meet the following objectives:

. determine the national average reported and full cost of
producing reimbursable National School Lunch Program (NSLP)
and School Breakfast Program (SBP) meals during School Year
(SY) 1992-93;

. determine the value of local administrative costs used to produce
reimbursable meals;

. determine the composition of indirect costs, the extent to which
they are charged to School Food Authority (SFA)' accounts,
and the basis for these charges; and

. determine the composition of SFA revenues, including federal
reimbursements, cafeteria sales (student payments for NSLP and

'A School Food Authority is "...the governing body which is responsible
for the administration of one or more schools and has the legal authority to
operate the Program therein or be otherwise approved by FNS to operate the
program.” (7CFR210.2).
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SBP reduced- and full-price meals, a la carte, and adult meals,
etc.), and State and local cash assistance.

DEFINING MEAL COSTS
In existing cost reporting systems, the definition and measurement of meal

production costs depends on the vantage point adopted and on how the
information is to be used. At the local level, cost accounting systems are

designed to inform local managerial decisions. Most often, school districts

expect their food service authorities to operate at the break-even level, i.e.,

costs should equal revenues from all sources. The cost elements included in
the SFA’s cost accounting system are, for the most part, limited to those costs
that the food service authority is expected to cover from revenues generated
from food service sales and government reimbursements. However, these costs

may not reflect the full cost of meal production in the school district. For

example, the SFA costs may exclude the cost of school district resources used

to support SFA operations.

Conceptually, the full cost of meal production should include the current cost
of all resources used in meal production, including those charged to the SFA
budget and those charged to other budgets or donated to the SFA. These total

costs include:

. Direct Meal Production Costs. Direct meal production costs
are those directly traceable to meal production and service.
They include such items as food cost, SFA food service labor
costs, and other identifiable meal production costs (e.g.,
supplies).

. Non-meal Production Costs. These costs, which can be
incurred at both the SFA and school district level, are not
directly traceable to the production of meals in schools. At the
SFA level, these costs include labor for food service
administration and other SFA support activities, the cost of the
facilities occupied by the SFA, storage and transportation of
foods, and transportation of meals within the district. At the
school district level, examples include the time spent by business
managers who are often are responsible for SFA as well as
school district purchases; school principals, custodians and
secretaries who provide administrative services that facilitate the
operation of school cafeterias; and cafeteria and kitchen utility
costs that are often included in school district utility bills. Other
examples of school district costs include: school facilities used
to store and transport inventories of food (and other SFA
supplies); district facilities used to prepare and serve meals; and
vehicles used to transport meals prepared at central or base
kitchens to satellite and receiving kitchens. Some or all of these
costs may be directly charged to the SFA and appear as line-
items on the SFA financial statement or they may be included as
part of an indirect cost rate; or they may be absorbed by the
school district and not charged in any way to the SFA.
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N Costs of Other Resources. Examples of other resources (which
may be meal production or non-meal production costs) that do
not appear in either SFA or school district budgets are:
volunteers and student aides who routinely assist in the cafeteria;
and depreciation of capital equipment.

OVERVIEW OF THE MEAL COST METHODOLOGY

The primary objective of the School Lunch and Breakfast Cost Study was to
determine the cost of producing school lunches and breakfasts, including
indirect and local administrative costs. In contrast to the methods used by
SFAs and prior research studies, the methodology for this study relied on the
direct measurement of costs attributable to the various SFA activities rather
than the use of ad hoc allocation rules. Exhibit 2 presents an overview of the
study approach.

‘The methodology consists of four elements:

D) measuring the full cost (reported costs plus non-reported costs)
of SFA operations;

2) distributing the reported and full cost of SFA operations to the
production of lunches, the production of breakfasts, and non-
meal production activities;

3) distributing a share of the cost of non-meal production activities
to the production of lunches and breakfasts to obtain the
reported and full cost of producing these meals; and

4) distributing the reported and full cost of meal production to the
production of reimbursable and non-reimbursable meals.

To complete these four processes required a review of SFA financial
statements, meal production records, recipes, invoices, and other
documentation. SFA and school district officials were interviewed to provide
data to impute the value of school district costs that are not charged to the
SFA budget. Data needed to allocate labor costs among SFA activities were
obtained through a time study conducted with food service staff in a sample of
schools. Finally, a sample of meals taken by students was observed to obtain
data on the distribution of menu items sold in reimbursable and non-
reimbursable meals.

SAMPLE SELECTION

The School Lunch and Breakfast Cost Study involved the collection of data
from a national sample of school districts that participate in the NSLP. To
select such a sample, staff first constructed a nationally-representative listing of
985 public school districts in the continental United States. Simple descriptive
information was then obtained from each of these school districts
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about their food service programs. This information included: 1) participation
in the SBP; 2) type of meal production system; and 3) total reimbursable
lunches and breakfasts served in SY 1991-92. This descriptive information on
the food service program was then used to select a stratified sample of 98
public school districts from among the telephone survey respondents. Detailed
meal production cost information was collected on-site for this sample of
school districts to calculate national estimates of the mean cost of producing
NSLP and SBP meals. Of the 98 SFAs that were initially included in the
study sample, a total of 94 were used in the analysis.

DATA COLLECTION

The data collection activities for the School Lunch and Breakfast Cost Study
were conducted in Spring/Fall 1993. In Spring 1993, study staff visited each
of the 98 SFAs in the study sample to obtain the information needed to
allocate the SFAs’ reported costs between lunch and breakfast production and
between reimbursable and non-reimbursable meals. A second on-site visit was
conducted in Fall 1993 and focused on the unreported costs attributable to
school food service operations. During this site visit, study staff interviewed
SFA and school district staff to identify the resources used by, but not charged
to, the SFA. Information was also obtained to identify the amount of these
unreported costs. These data were used to estimate the full cost of producing
reimbursable lunches and breakfasts.

*Data collection problems in three SFAs precluded the use of the data from
these SFAs in the analysis. In addition, one SFA dropped out of the study
during the data coliection.
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Cost per Reimbursable Lunch

Chapter Two

Estimates of Reported Costs

This chapter presents an analysis of SFAs’ reported costs for SY 1992-93.
The research questions addressed in this chapter include:

. What is the national average reported cost of producing a
reimbursable lunch?

d What is the national average reported cost of producing a
reimbursable breakfast?

. What is the composition of reported reimbursable meal costs,
i.e., what proportion of reported reimbursable meal costs are
attributable to food costs? to labor costs? to other costs?

. What proportion of reported costs are attributable to food service
administration?

The analysis focuses on the costs of producing reimbursable meals and
includes only those costs that were charged to SFA budgets. Reported costs
reflect what SFA directors envision as their operating costs and what NSLP
and SBP subsidies are expected to cover. As noted earlier, many SFAs use
school district resources for which they are not charged. The magnitude and
composition of these unreported costs is examined in Chapter Three.

REPORTED COSTS OF PRODUCING REIMBURSABLE MEALS

This section presents national estimates of reported costs for reimbursable
meals. Costs are first examined using the SFA as the basis of analysis. This
analysis gives equal weight to each SFA, regardless of size. Estimated costs
represent the average cost for a "typical” SFA.

Costs are also examined using the meal as the basis of analysis. This analysis
gives equal weight to each reimbursable meal, and since most reimbursable
meals are produced in large SFAs, the results are dominated by the costs
incurred in large SFAs. Estimates represent the cost of an average
reimbursable meal.

In SY 1992-93 reported costs per reimbursable lunch ranged from $0.93 to
$2.50, with a median cost of $1.63 and a mean cost of $1.64 (Exhibit 3).
When the basis of analysis is the NSLP meal, the median reported cost of
producing a reimbursable lunch was $1.66 and the mean cost was $1.69. The
higher average cost when the NSLP meal is the basis of analysis reflects the
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Cost per Reimbursable Breakfast

Exhibit 3

Average Reported Cost of Producing Reimbursable Meals

Lunch Breakfast
Unit of Analysis
Mean Median Mean Median
SFA $1.64 $1.63 $1.27 $1.05
Meal 1.69 1:66 $1.11 1.05

higher reported costs in large SFAs. Because only 16 percent of SFAs have
enroliments over 5,000, these large SFAs have a relatively small influence on
the average reported cost when the SFA is the basis of analysis. However,
because nearly 60 percent of reimbursable lunches served in SY 1992-93 were
served in these large SFAs, these large SFAs have a greater affect on the
average reported cost when the basis of analysis is the NSLP meal.

The Federal subsidy for free lunches was about $1.84 ($1.70 in cash
reimbursements plus $0.14 in entitlement commodities). This was
considerably more than the median reported cost of producing 2 lunch in the
average SFA ($1.63). The median reported cost of producing a reimbursable
lunch was less than the total subsidy for a free lunch in 77 percent of SFAs
(Exhibit 4A). Similarly, 77 percent of all reimbursable lunches served in SY
1992-93 were produced at a reported cost that was less than the total subsidy
for a free lunch (Exhibit 4B).

In SY 1992-93, the reported costs per reimbursable breakfast ranged from
$0.58 to $2.93, with a median cost of $1.05 and a mean cost of $1.27 (Exhibit
3). When the basis of analysis is the SBP meal, the median reported cost per
reimbursable breakfast was $1.05 and the mean cost was $1.11." This may
reflect the apparent economies of scale in breakfast production. As the number
of breakfasts served in a school increases, the reported labor per meal costs
may be expected to decrease because fixed costs are being spread over a larger
number of meals. Schools serving large numbers of reimbursable breakfasts
tend to have lower reported costs per meal.

The regular reimbursement rate for free breakfasts in SY 1992-93 was $0.95,
with a "severe need" rate of $1.12. In contrast to lunch costs, where the
reported cost of producing reimbursable lunches tended to be less than the
Federal subsidy for free lunches, in most SFAs the reported cost of producing
reimbursable breakfasts exceeded the reimbursement rates. In 66 percent of

'Because of the relatively small sample size, atypical SFAs exert more
influence on the mean than the median. For this reason, the median is a better
indicator of average costs than the mean.
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